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Executive Summary 


The Canada-U.S. Free Trade Agreement is 
of significant economic benefit to Canada. It 
establishes a new trading relationship based on 
more secure and more open access to each 
other's markets. This will bring benefits to many 
sectors of the Canadian economy. 


When the Agreement is fully implemented in 
January 1998, consumers will reap a number of 
benefits. Generally, they will have a greater 
selection of goods and services at lower prices. 
Specifically, they can expect the following when 
tariffs are completely eliminated: 


@ the cost of living of low-income families will 
decline by three per cent or about $325 
a year; 

e the cost of living of middle- and high-income 
families will decline by two per cent or about 
$800 a year: 


@ the average family of four will save between 
$85 and $130 annually on food expenditures: 

@ the typical middle-income family will pay up 
to $8,000 less to establish and furnish a 
home; 


@ increased competition from imports will 
improve the price, quality and variety of all 
consumer products, including those pro- 
duced in Canada. 


In addition to all these benefits, the Agree- 
ment maintains Canadian technical standards 
designed to protect consumer interests. U.S. 
products must continue to satisfy Canadian regu- 
lations for consumer information and protection. 
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Introduction and Overview 


The Canada-U.S. Free Trade Agreement 
is an historic and precedent-setting accord 
between the two largest trading partners in 
the world. When it comes into force on January 1, 
1989, the Agreement will achieve major object- 
ives for both countries. It will eliminate barriers 
to trade in goods and services between the two 
countries. It will facilitate fair competition within 
the free trade area and significantly expand 
liberalization of conditions for cross-border 
investment. The Agreement will also establish 
effective procedures for the joint administration 
of its provisions and the resolution of disputes. It 
meets the test of fairness and of mutual advan- 
tage to both Canada and the United States and 
sets the foundation for further bilateral and multi- 
lateral co-operation to expand and enhance the 
benefits of the Agreement. 


The Agreement is an important contribution 
to Canada’s future sustained economic growth, 
development and prosperity. It is consistent with 
Canada’s obligations to its trading partners in the 
General Agreement on Tariffs and Trade (GATT), 
building upon GATT principles and going beyond 
them in new areas such as services and trade- 
related investment measures. The Agreement, 
together with the Uruguay Round multilateral 
negotiations under the GATT, shows Canada’s 
commitment to reducing trade barriers around 
the world. Trade liberalization, a cornerstone in 
the government's overall economic strategy, 
offers Canadians a chance to grow and prosper 
in a competitive and dynamic economy. By 
adding significantly to economic growth, incomes 
and employment, the Agreement will allow 
governments to continue to stimulate economic 
development in Canada’s poorer regions and 
strengthen social programs for all Canadians. 


From the beginning of the bilateral trade 
negotiations, close consultations were under- 
taken with a wide variety of sources. Advice was 
sought from the business community through the 
International Trade Advisory Committee and the 
15 Sectoral Advisory Groups on International 
Trade. First Ministers held nine special meetings 
to discuss the negotiations, as well as discus- 
sions at their annual First Ministers’ Conference. 
Provincial trade representatives participated in 
regular meetings of the federal-provincial 
Continuing Committee on Trade Negotiations, as 
well as individual working groups on each of the 
elements of the Agreement. Government exper- 
tise in each sector of the negotiations was drawn 
from all relevant departments, ensuring the 
closest interdepartmental co-operation. This level 
of consultation, unprecedented for Canada in 
international trade negotiations, ensured that all 
interests and advice were taken into account to 
the greatest extent possible in every element of 
the Canada-U.S. Free Trade Agreement. 


This publication is one of a series of 
Canada-U.S. Free Trade Sectoral Assessments 
prepared by the Government on several sectors 
and issues such as agriculture, fisheries, energy, 
industry and consumers. Each Sectoral Assess- 
ment begins with a general discussion of the 
overall economic impact of the Agreement, based 
on the major study released by the Department 
of Finance. The Sectoral Assessments then 
examine the implications of the Agreement for 
the sector, providing background information, 
describing the elements of the Agreement and 
presenting an assessment of the economic 
impact on the sector. 


Macroeconomic Impacts of the Agreement 


The Agreement will provide significant 
economic benefits to Canadians: 


@ Canadian consumers will pay lower prices 
for both imported and domestic goods; 


@ investment will be undertaken in response 
to opportunities provided by the new trade 
environment: 


@ — industries will reap the benefits of larger 
scale production and will become more effi- 
cient and more competitive; 


@ the productivity of Canadian workers will 
increase and so will their real incomes; 


@ the economy will grow more strongly and 
more jobs will be created; and 


® the economy will become more flexible, 
more innovative, and more dynamic. 


A comprehensive analysis of the macro- 
economic impacts of the Agreement has been 
undertaken by the Department of Finance, and is 
reported in the document The Canada-United 
States Free Trade Agreement: An Economic 
Assessment. It indicates that the Canada-U.S. 
Free Trade Agreement will raise the real incomes 
of Canadians by at least 2.5 per cent. This 
represents a permanent increase in real income 
of $12 billion in today’s dollars, or about $450 for 
every Canadian. This estimate quite likely under- 
states the size of the economic benefits flowing 
from the Agreement because some important 
aspects of the Agreement are not captured in the 
analysis. For example, aspects of the Agreement 
such as free trade in services, liberalization of 
conditions for cross-border investment, more 
certainty about security of access to the large 
U.S. market and the dynamic effects of free trade 


in the form of a more flexible and more innovative 
economy will provide additional net benefits that 
are real, positive and potentially very large, but 
cannot be precisely measured. 


The Department of Finance analysis sug- 
gests that most Canadian industries — those that 
are more highly protected now as well as those 
currently receiving little trade protection — will 
benefit from the Agreement and that all regions 
will share in the benefits. Central Canada with its 
large manufacturing base will benefit from a 
stronger and larger manufacturing sector. Other 
regions will benefit from lower prices of 
manufactured products and greater scope for 
upgrading of their resources. Resource-based 
regions will also benefit directly as the Agreement 
reduces the risk of a further increase in U.S. 
protectionism. 


The economic benefits from the Canada-U.S. 
Free Trade Agreement will begin to be realized 
shortly after implementation of the Agreement, 
on January 1, 1989. Prices for a wide range of 
consumer goods will be lower, expanding the 
purchasing power of Canadian households. 
Investment in plant and equipment will expand 
as Canadian firms move to take advantage of 
their enhanced access to the huge U.S. market- 
place. Increased consumer and investment 
spending will lead to stronger economic growth 
and more job creation. Department of Finance 
estimates of the impacts of the Agreement on 
employment over the medium term fiscal planning 
horizon indicate a net increase of 120,000 jobs 
by 1993, only five years into the phasing-in of 
the Agreement. Moreover, the number of net 
new jobs created will continue to grow as the 
Agreement is fully implemented. 


But the output and employment gains from 
the Agreement go further. Without free trade, the 
increasing threat of U.S. and international pro- 
tectionism would place at considerable risk the 
robust pace of output and employment growth 
that Canada has enjoyed in recent years. Over 
the last three years, for example, real output 
growth in Canada has averaged 3.7 per cent and 
employment growth has averaged 2.9 per cent, 
or 300,000 jobs per year. The Agreement will not 
only create new employment opportunities for 
Canadians, it will also help to secure existing 
jobs. In the absence of the Agreement, any 
increase in U.S. protectionism would clearly cost 
Canadians jobs. Illustrative scenarios of possible 
U.S. protectionist measures suggest the risk of 
job losses could be substantial. 


The Department of Finance analysis sug- 
gests that the Canadian economy should have 
few difficulties in responding to the new oppor- 
tunities provided by the Agreement and in making 
the adjustments that will be required. This con- 
clusion is based on the following considerations: 


¢ — first, the Canadian economy has shown 
a great deal of flexibility and adaptability in 
the past in handling the size and types of 
changes that will be required by the Agree- 
ment. Between 1960 and 1987, average 
Canadian tariff rates vis-a-vis the United 
States have dropped from 14 per cent to 
4.5 per cent; yet during that period incomes 
and output grew more than 200 per cent; 


second, the reduction in trade barriers will 
be implemented gradually over 10 years, 
giving enough time for businesses and 
workers to adapt to the free trade 
environment; 


third, the Canadian economy is well posi- 
tioned to adjust quickly and smoothly and to 
take advantage of the new opportunities 
provided by the improved and more secure 
access to the U.S. market. Canada’s inter- 
national competitive position has improved 
substantially over the past several years. 
Since 1983, Canada’s record of output and 
employment growth has been the best of all 
major industrialized countries; and 


fourth, not only will the adjustment require- 
ments be minimal compared with the 
changes normally occurring — every year 
for instance, there are five million job 
changes in Canada involving more than four 
million workers — but the federal govern- 
ment has in place a wide array of programs 
to assist individuals and businesses to adapt 
to changes in business and labour market 
conditions that will arise from free trade. 


Substantial programs are in place to assist 
Canadian workers and businesses to respond to 
the Agreement. The most important federal pro- 
gram directed at labour adjustment is the 
Canadian Jobs Strategy, which provides finan- 
cial assistance for training, job development 
and relocation of workers. Employment and 
Immigration Canada also runs the Industrial 
Adjustment Service and provides counselling, 
referral and placement services. Unemployment 
Insurance is always available to help Canadians 
make the transition from one job to another. An 
equally extensive range of programs is available 
which will help Canadian businesses capitalize 
on the new opportunities created by the 
Agreement. They include: the Trade Commis- 
sioner service of the Department of External 
Affairs; the Program for Export Market Develop- 
ment; and the new approach to regional 
development embodied in the programs and 
services of the Atlantic Canada Opportunities 
Agency, the Western Diversification Office and 
the Federal Economic Development Initiative in 
Northern Ontario. The Prime Minister has 
recently announced the establishment of the 
Advisory Council on Adjustment, composed 
of representatives from business and labour 
organizations and academics, to advise the 
government on the effectiveness of these pro- 
grams in the context of the Agreement. 


Consumer Impacts of the Agreement 


The costs of Canadian customs tariffs and 
other barriers to imports are ultimately borne by 
Canadian consumers in the form of higher prices. 
Such tariffs and barriers diminish the competitive 
influence of foreign products, with the result that 
there is also less variety and lower quality of 
consumer products generally. Thus, barriers to 
imported products impose direct costs on con- 
sumers and, conversely, consumers benefit 
directly from the removal of such barriers. 


Since the United States is Canada’s major 
trading partner, and given the importance of the 
United States in the global economy, the com- 
prehensive elimination of tariffs and the reduction 
of other barriers to trade in U.S. products will 
lead to significant direct benefits for Canadian 
consumers: 


@ the removal of tariffs and other barriers 
to the importation of U.S. products will result 
in lower prices and greater choice for 
Canadian consumers; 


@ Canadian-made products will also be lower 
in price because of reduced manufacturing 
costs for Canadian industry, increased 
competition and larger scales of production, 
made possible by unimpeded access to the 
U.S. market. 


Background 


The characteristics of the Canadian 
economy, our laws and regulations, and Cana- 
dian consumers themselves are all important 
considerations in assessing the impact of 
the Agreement on consumers. 


The Canadian Economy 


Canada’s is a relatively small and open 
economy. Commodity exports account for 30 per 
cent of Canada’s Gross Domestic Product. 


For these reasons, Canada generally has 
limited influence on the prices at which its 
products are traded internationally. Similarly, 
Canada does not have a major influence on the 
prices of the products which it imports. Thus, the 
elimination of Canadian tariffs and other barriers 
generally leads to corresponding reductions in 
the prices of imported products in Canada. 


Tariff elimination will remove the most tradi- 
tional and obvious impediments to trade. At 
present tariffs remain an important barrier to the 
import of U.S. products, despite the fact that over 
75 per cent of U.S. goods are now admitted to 
Canada free of duty. In the case of consumer 
goods, these additional considerations must be 
taken into account: 


e US. imports account for almost 50 per cent 
of the $4.5 billion in customs duties paid to 
Canada in 1986; 


e aside from items that are duty-free under 
the Auto Pact, customs tariffs levied on U.S. 
produced consumer goods are on average 
three times higher than tariffs on other 
imports from the United States (seven per 
cent vs. 2.2 per cent). Many consumer 
products are subject to quite significant 
tariffs, although there may be a wide vari- 
ation in the rates applied to different goods. 
(See Table 3.1); 


¢ — tariffs tend to discourage trade. Some 
consumer products, such as clothing (see 
Table 3.1), are subject to very high tariffs; 
the level of trade suffers accordingly. 


All Canadians stand to benefit significantly 
from the reduced prices for consumer products 
that will be brought about by the elimination of 
customs tariffs on U.S. imports. For competitive 
market forces to achieve this result, Canadian 
consumers must be in a position to make 
informed selections among competing prod- 
ucts — both domestic and imported. 


Technical Standards for Consumer Information 
and Protection 


A framework of laws, regulations and tech- 
nical standards for consumer information and 
protection currently safeguards Canadians. This 
framework applies to both domestic and imported 
products and has three main purposes: to pre- 
vent fraudulent or misleading representations to 
consumers; to establish standards for the safety 
of consumer products or to permit withdrawal of 
hazardous products from the marketplace; and 
to ensure that certain basic information is made 
available to Canadian consumers so that they 
can make informed decisions. 

Some examples of the technical standards 
provisions are: 


@ the requirements of the Consumer Packaging 
and Labelling Act provide for the identifi- 
cation of the responsible dealer of a 
consumer product and provide for bilingual 
labelling; 


Table 3.1 


Random Sample of Tariff Rates Applied to Imports of U.S. Goods 


Duty Collected 
On U.S. Imports, 1986 
Description | Rate (%) ($000) 


Clothing and Footwear 

Clothing composed of wool or hair 
Clothing composed of man-made fibres 
Knitted garments 

Rubber boots and shoes 


Accessories and Jewellery 
Watches 

Cameras 

Jewellery 

Pens 


Household Textiles 
Blankets (except cotton) 
Sheets and pillowcases 
Bedspreads 


Household Equipment 
Refrigerators 

Washing machines 

Spoons, table knives & forks 
Brushes of all kinds 


Recreation Equipment and Vehicles 
Motorcycles 

Bicycles 

Colour T.V.s 

Golf clubs, baseball bats, racquets 
Skis 

Pianos 

Organs 

Dolls 

Stuffed toys 

Sound recordings 


* Excludes knitted garments of man-made fibre and wool 


Sources: Revenue Canada, Tariff Manual, 1985. 
Statistics Canada, Imports-Merchandise Trade 1986, 65-208. 


@ the regulations under the Hazardous 
Products Act require the use of symbols to 
indicate the safety hazards associated with 
certain products and their applications; 


e Agriculture Canada, under the Canada 
Agricultural Products Standards Act, has 
authority to establish standards and grades 
of wholesomeness for agricultural products. 


Canadian requirements for consumer pro- 
tection and information may differ from those of 
other countries and may sometimes represent a 
barrier to imported products. For example, where 
Canadian requirements differ from those of the 
exporting country, costly modifications may have 
to be carried out on foreign-made products 
before they can be sold in Canada. Therefore, 
consumers are well served by international 
compatibility of standards provided those stan- 
dards are adequate to meet their interests. 


Consumer Incomes and Expenditures 


Statistics Canada has collected income and 
expenditure data on all age and income classes 
of Canadians: low-income and wealthy, single 
individuals as well as large families, the elderly 
pensioner and the young wage-earner. These 
data are useful in assessing the impact of the 
Agreement. 


In 1986, Statistics Canada classified 3.7 mil- 
lion Canadians as living in low-income house- 
holds; that is, urban households with an income 
of $21,663 or less for a family of four, or $10,651 
or less for an individual living alone. 


As expected, low-income households spend 
a greater proportion of their income on basic 
necessities. This is borne out by the data shown 
in Table 3.2. Food and shelter account for about 
59 per cent of the expenditures of low-income 
consumers. By contrast, food and shelter com- 
prise less than one-third of the consumer 
spending of higher-income Canadians. As a 
result, low-income Canadians have less to 
spend on other products both absolutely and 
proportionately. 


Impacts of the Agreement on Canadians will 
differ because of variations in income and 
because of differences in tariff rates on various 
product categories. In dollar terms, higher-income 
Canadians would realize the greatest consumer 
savings because their expenditures are larger in 
all expenditure categories than those of low- 
income Canadians. However, taxes and services 
to which customs tariffs do not apply account for 
a greater proportion of the expenditures of 
higher-income consumers. Accordingly, in pro- 
portionate terms, the potential savings from the 
elimination of customs tariffs would be less for 
higher-income consumers. 
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Table 3.2 


Consumption by Expenditure Category 


Middle- and High- 
Expenditure Category Low-Income Families Income Families 


Percentage of Total Consumer Expenditures 


Shelter 
Food 


Sub-total 


Household Operation 

Health and Personal Care 

Clothing 

Transportation 

Household Furnishings and Equipment 
Recreation 

Tobacco Products and Alcoholic Beverages 
Other Expenditures* 


* Other expenditures include legal services, lottery tickets, personal taxes, life insurance and annuities, gifts and contributions and other miscellaneous 
expenditures. 


Source: Statistics Canada, Detailed Average Expenditure by Family Low-Income Groups, Canada, 1982. Table 90A91. 


Elements of the Agreement 


ae 


A number of elements of the Canada-U.S. 
Free Trade Agreement are particularly relevant 
in assessing its implications for consumers. 


Tariffs 


Bilateral tariffs on all consumer goods will 
be removed starting January 1, 1989. Some tariffs 
will be eliminated immediately, some tariffs will 
be eliminated in five equal annual steps and 
some tariffs will be eliminated in 10 equal annual 
steps (see Table 4.1). On January 1, 1989 some 
portion of all tariffs will be eliminated. The 
Agreement's schedule for phasing out bilateral 
tariffs was designed to provide Canadian com- 
panies ample time to adjust to the free trade 
environment. 


The elimination of tariffs will result in price 
benefits to consumers as well as more variety 
and improved quality in consumer goods. 
Because the tariffs on many consumer goods 
are to be phased out over 10 years, the year- 
to-year impact on Canadian consumers may be 
small, but the cumulative benefits will be signi- 
ficant (see Impacts in Section 5). 


It must be noted, however, that customs 
duties will continue to be levied on products 
imported from the United States, which are 
deemed to originate in third countries. The 
Agreement includes rules of origin, which will 
determine how much of a product must be pro- 
duced in Canada or the United States to qualify 
for duty-free access to the other country. More- 
over, imports will still be subject to direct federal 
taxes such as the current Federal Manufacturers 
Sales Tax. These conditions will apply to imports 
by individual travellers as well as commercial 
importers. 


’ 


Trade Remedies 


The Canada-U.S. Free Trade Agreement 
contains several provisions to address trade 
remedies and dispute settlement in bilateral 
antidumping and countervail duty cases. 
Accordingly, under the Agreement, Canadian 
consumer access to fairly priced U.S. products is 
less likely to be compromised by antidumping 
and countervail provisions than was previously 
the case. 


In addition, under the Agreement, Canada 
will be able to take emergency safeguard actions 
in order to protect a Canadian industry against a 
surge in imports from the United States. Canada 
retains its Article XIX rights under the General 
Agreement on Tariffs and Trade (GATT) which 
address cases where domestic industries are 
seriously injured by an influx of imports. Bilateral 
emergency measures provisions in the Agree- 
ment enable Canada to deal specifically with 
serious injury from U.S. imports which might 
result from the elimination or reduction of duties 
under the Agreement. During the tariff reduction 
period, Canada may suspend the reduction of 
any duty, increase the duty to the lower of the 
current Most Favoured Nation (MFN) rate or pre- 
Agreement levels, or to corresponding pre- 
Agreement seasonal rates if U.S. imports are 
seriously affecting a Canadian industry. If these 
emergency safeguard actions are taken, con- 
sumers may not receive the full benefits of tariff 
reductions. However, since the application of 
these new bilateral safeguard measures are 
limited and will only be in effect during the tariff 
phase-out period, Canadian consumers will still 
benefit more than under the current GATT 
arrangements. 


Table 4.1 


The Timing of Tariff Elimination on U.S. Imports into Canada: Selected Consumer Goods 


Annual Reduction 
starting 
Base Rate (%) January 1, 1989 (%) 


Category A: Duties eliminated entirely as of January 1, 1989 


Rock lobster 

Active yeasts 

Electronic calculators 

Telephone sets 

Motorcycles 

Skis 

Ice and roller skates 

Category B: Duties removed in five equal annual steps beginning January 1, 1989 


Suitcases/briefcases 
Wallpaper 

Toilet paper 

Drawing and colouring books 
Umbrellas 

Jewelry 

Sewing machines 

Floor polishers 

Coffee makers 

Electric irons 


Category C: Duties removed in 10 equal annual steps beginning January 1, 1989 


Tomatoes 

Mushrooms 

Women’s blouses 
Babies’ clothing 
Blankets, curtains and bedspreads 
Footwear 

Knives, forks and spoons 
Refrigerators 

Snow blowers 

Lawn mowers 
Microwave ovens 

Sail and motor boats 


Source: The Canada-US. Free Trade Agreement, Tariff Schedule of 1987. 


Technical Standards 


As signatories to the GATT Agreement on 
Technical Barriers to Trade (known as the GATT 
Standards Code), Canada and the United States 
have recognized the potential for technical stan- 
dards to hamper international trade. Under the 
Canada-U.S. Free Trade Agreement, enhanced 
mutual rights and obligations will better ensure 
that technical standards do not unnecessarily 
impede trade. In particular, the Government of 
Canada has agreed to refrain from using tech- 
nical standards and regulations as barriers to 
trade. Standards and regulations will, however, 
be allowed where their demonstrable purpose is 
to protect health and safety, environmental, 
national security and consumer interests. A 
reduction of technical standards trade barriers 
can be achieved under the terms of the Agree- 
ment by making national technical standards 
more compatible and by encouraging harmoni- 
zation at the state, provincial and private levels. 
In fact, a great deal of compatibility in standards 
has already been accomplished. 


While Canada’s right to use technical 
standards for consumer protection purposes will 
be maintained, the Agreement includes a number 
of provisions intended to prevent such measures 
from unnecessarily impeding bilateral trade. For 
example: 


@ the exact formulation of a consumer pro- 
tection measure must not have the effect of 
excluding any U.S. or Canadian products 
which meet the consumer protection 
objective; 

@ to the extent possible, each country will 
make its technical standards and associated 
procedures compatible with those of the 
other country; 


@ the Agreement provides for mutual recogni- 
tion of bodies which are accredited to assess 
whether a product complies with a technical 
standard; 


® exceptin urgent cases, full texts of proposed 
federal standards-related measures and an 
opportunity to comment must be provided to 
the other country prior to the measure 
taking effect. 


Cultural Products 


Cultural industries (film and video, music and 
sound recording, publishing and broadcasting) 
are explicitly exempted from the Agreement. 
Canada retains its full capacity to support its 
cultural industries. Canadian cable companies 
will be required to make payment for U.S. tele- 
vision signals that are retransmitted to consumers. 


Used Automobiles 


Under the Canada-U.S. Free Trade Agree- 
ment, Canada will phase out the current embargo 
on the import of used cars into Canada over five 
years. Canadian consumers will benefit from a 
wider selection of more competitively priced 
used automobiles. . 


Marketing Boards 


Canada will maintain the import restrictions 
associated with the supply management pro- 
grams of agricultural marketing boards for grains, 
dairy, poultry and egg industries. 
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Impacts 


By eliminating barriers to bilateral commerce, 
the Canada-U.S. Free Trade Agreement will 
broadly enhance the performance of the Cana- 
dian economy and, in particular, will generate 
increased employment opportunities. The 
economic efficiency of Canadian industry will 
improve as a result of higher levels of output and 
increased specialization associated with free 
access to the very large U.S. market, as well as 
from duty-free access to inputs originating in the 
United States. The greater efficiency of Canadian 
industry and duty-free access to U.S. consumer 
products will result in lower prices for consumers. 


This chapter provides estimates of the 
magnitude of these savings to consumers. Speci- 
fic calculations are provided for low-income 
elderly single women, for low-income households 
and for medium- and high-income households. 
Overall estimates are also provided for expendi- 
tures on food and for establishing a typical 
household. 


The bilateral removal of tariff barriers to 
trade should reduce prices for many U.S. and 
Canadian products. Lower prices for consumer 
goods and increased demand for goods and 
services will, in turn, expand the markets for 
industry inputs such as labour, transportation, 
financial services and others. As a result of these 
factors, the purchasing power of Canadians will 
increase, as will the overall level of consumer 
spending. 

The Department of Finance estimates 
reported in Section 2 were made using an econo- 
metric model which takes into account many of 
these factors. The focus of this study, however, is 
on the direct impact on the consumer of tariff 
elimination under the Agreement. For this reason, 
we have not considered the additional savings to 


consumers resulting from the secondary effects 
on the economy of lower prices brought about 
by the removal of tariffs. 


Tariff Elimination 


The Agreement will increase competition in 
Canada. As a result, Canadian consumers will 
benefit in terms of lower prices, greater selection 
and higher quality. The elimination of customs 
tariffs on consumer products originating in the 
United States is the most readily quantifiable and 
most important of the incremental economic 
benefits to consumers. 


The estimates of this study are based upon 
the complete elimination of tariffs which will be 
achieved with full implementation of the Agree- 
ment in 1998. During the 10-year period of 
transition, tariff elimination will be gradually 
phased in according to the prescribed schedule 
(see Table 4.1 for examples). In estimating the 
impact of the Agreement on food prices, it has 
been assumed that Canada will maintain the 
import restrictions associated with supply 
management by agricultural marketing boards. 


Price Impact 


In the first instance, the elimination of tariffs 
on U.S. imports will reduce the price in Canada 
of U.S. products by the amount of the tariff being 
eliminated. However, the impact of the Agreement 
on the price in Canada of Canadian products 
depends upon the relationship between the 
prices in Canada of U.S. and Canadian products. 
Other factors, such as transportation costs and 
the exchange rate, affect the relationship between 
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Canadian and U.S. product prices. However, this 
assessment is concerned only with the role of 
tariffs. 


For the purpose of predicting possible 
impacts of the Agreement on prices, estimates 
have been made under two different hypotheses. 
These provide an estimate of the range of price 
impacts on domestic products resulting from 
tariff reductions on U.S. imports. These two 
approaches, and their empirical application, are 
elaborated in Appendix B. 


The estimates incorporate the assumption 
that retailers will pass on to consumers the price 
reductions resulting from the elimination of tariffs 
under the Agreement. 


Competition in the retail sector is stronger 
than in the manufacturing sector; therefore, it is 
not unreasonable to assume that the price 
reductions resulting from the Agreement will be 
passed on to consumers. 


In this regard, the enforcement of the recently 
passed Competition Act will ensure a greater 
degree of competition in the Canadian market- 
place. The Act provides for the general regulation 
of trade and commerce with respect to conspir- 
acies, trade practices and mergers affecting 
competition. Accordingly, the new Competition 
Act, which has as Its purpose “to maintain and 
encourage competition in Canada,” provides 
additional assurance that price reductions 
resulting from tariff elimination under the 
Agreement will be passed on to consumers. 


Savings in Consumer Expenditures 


Statistics Canada’s consumer expenditure 
data provide a breakdown, by categories of 
goods and services, of the consumer expendi- 
tures of Canadians on the basis of personal 
income. Recognizing that the relative importance 


of expenditures in categories of goods and ser- 
vices will vary depending on income, Statistics 
Canada has collected information on the expen- 
ditures, by categories of goods and services, of 
a number of types of households. These data 
can be used to assess the implications of tariff 
elimination on the consumer expenditures of low- 
income households, on the one hand, and 
middle- and high-income households, on the 
other. 


Based on the assumptions and analysis 
Outlined above and in Appendix B, the estimated 
average annual savings once the Agreement is 
fully implemented are about $325, ($255 to $395), 
for low-income households and about $800, 
($612 to $949), for middle- and high-income 
households (see Table 5.1). On a per capita basis 
(see Table 5.2), the estimates are $119 to $185, 
and $215 to $334 respectively. As a proportion of 
income, savings for low-income households will 
be 2.4 per cent to 3.7 per cent, as compared to 
1.4 per cent to 2.2 per cent for higher-income 
households (see Tables 5.1 and 5.2). 


Savings for Low-Income Elderly Single Women 


Statistics Canada has collected information 
on low-income elderly single women and esti- 
mates of the impact of the Agreement on this 
group have been included (see Table 5.3). The 
estimated annual saving of $155-$240, or two 
per cent to 3.2 per cent of income, for an average 
low-income elderly single female is comparable 
to the per capita estimates for other households 
(i.e. low-, middle- or high-income). 


Savings on Food Expenditures 


Food expenditures account for about 
16.5 per cent of personal expenditures in 
Canada. Because food expenditures are such a 
significant proportion of consumer spending, this 
document examines the impact of the Agreement 
on food prices separately. When the Agreement 
is fully implemented, an average two-adult, 
two-child family will save between $1.64 and 
$2.52 per week on its grocery bill (see Table 5.4). 
This represents a savings of between $85 and 
$130 annually as a result of the removal of tariffs 
on imports of food. Therefore, Canadian con- 
sumers can expect to save about one week's 
grocery bill annually as a result of the Canada- 
U.S. Free Trade Agreement once the Agreement 
has been fully implemented. 


Savings in Establishing a Typical Household 


The ongoing annual consumer expenditures 
discussed in the preceding section include 
infrequent expenditures on durable goods such 
as major appliances. However, within the period 
of a year, only a small proportion of households 


will purchase a particular durable good. Accord- 
ingly, the consumer expenditure data used in the 
previous section reflects primarily ongoing pur- 
chases of non-durable goods. To complement 
the estimates in the preceding section, this 
section provides estimates of consumer savings 
on purchases of durable goods. 


Many of a household’s expenditures on 
durable goods reflect the costs of purchasing, 
furnishing and otherwise equipping a home. 
Once the Agreement is implemented, the total 
costs involved in establishing a household will 
be between $5,000 and $8,000 lower as a result 
of the elimination of tariffs (see Table 5.5). This 
estimate is based on the cost of purchasing and 
equipping a moderately priced three-bedroom 
home for a middle-income family consisting of a 


couple and two children. Of course, the expendi- 


tures associated with establishing the household 
are made over a significant period of time. 


Table 5.1 


Estimated Average Annual Savings by Expenditure Category Under 
the Canada-U.S. Free Trade Agreement ($ 1987) 


Middle- and High- 
Expenditure Category | Low-Income Families* Income Families** 


Food 53 to 82 89 to 138 
Shelter 83 to 129 161 to 250 
Household Operation 17 to 26 31 to 48 
Household Furnishings and Equipment 19 to 30 64 to 99 
Clothing 42 to 65 129 to 200 
Transportation 10 to 15 50 to 78 
Health Care 7 to 11 14 to 22 
Personal Care 9 to 14 19 to 29 
Recreation 8 to 13 44 to 68 
Education 1to1 1to2 
Tobacco and Alcohol 6 to9 9to 14 


Total Savings 299 to 395 612 to 949 
Average Income 10,725 42,850 
Savings as a % of Average Income 2.4% to 3.7% 1.4% to 2.2% 


* Average Family Size is 2.14 persons. 
** Average Family Size is 2.84 persons. 


Table 5.2 


Estimated Average Annual Savings for Consumers Under the Canada-U.S. Free Trade Agreement 


Family/Income Average Annual Savings = Average Annual Savings 
Classification ($1987) as a Percentage of 


Per Family Per Capita Consumer Income 
Expenditure 


Low-Income Families 2.1 24 
and Unattached to to 
Individuals* 88 Sul 


Middle- and High- 16 1.4 
Income Families to to 
and Unattached Individuals** 25 2.2 


* Average Family Size is 2.14 persons. 
** Average Family Size is 2.84 persons. 
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Table 5.3 


Estimated Average Annual Savings by Expenditure Category for Low-Income Elderly Single Females 
Under the Canada-U.S. Free Trade Agreement 


Annual Savings 
Expenditure Category ($ 1987) 


Food 

Shelter 

Household Operation 
Household Furnishings and Equipment 
Clothing 
Transportation 

Health Care 

Personal Care 
Recreation 
Education 

Tobacco and Alcohol 


Total Savings 


Average Income 
Savings as a % of Average Income 2.0% to 3.2% 


Sources for Tables 5.1, 5.2 and 5.3: Statistics Canada, Detailed Average Expenditure by Family Low Income Groups, Canada, 1982, Table 90A91. 
Statistics Canada, Retail Chain and Department Stores, 1985. 63-210. 


Statistics Canada, Consumer Prices and Price Indexes, 62-010. 


Revenue Canada, Tariff Manual, 1985. 


Table 5.4 


Estimated Weekly Savings on Food Expenditures Under the Canada-U.S. Free Trade Agreement* 


1987 Weekly 
Consumer Weekly Savings 
Food Category Expenditures ($) (¢1987) 


Fresh, Frozen, Cured and Canned Meat 
Fresh, Frozen, Canned Fish and Shellfish 
Dairy Products, Eggs and Cereal Products 
Fresh Fruit, Vegetables and Nuts 

Frozen, Dried and Canned Fruit and Fruit Juices 
Frozen and Canned Vegetables 

Condiments, Spices and Vinegar 

Sugar and Sugar Preparations 

Coffee and Tea 

Fats and Oils 

Soup, Infant Food, Frozen Food Preparations 
Other Food Preparations 

Non-Alcoholic Beverages 


Total Expenditures and Savings 


* Based on an average family of four (2 adults, 2 children) 
Sources: Statistics Canada, Detailed Weekly Food Expenditure by Family Type, 1982, Table 06B91. 


Statistics Canada, Consumer Prices and Price Indexes, 62-010. 
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Table 5.5 


Estimated Savings in Establishing a Typical Household Under the Canada-U.S. Free Trade Agreement 


Product Category Savings ($1987) 


Constructed Home 2,957 to 4,584 
Floor Coverings 199 to 
Appliances 327 to 
Bedroom Furnishings 280 to 
Dining Room Furnishings 140 to 
Living Room Furnishings 233 to 
Kitchen Furnishings 44 to 
Towels, Linens, Drapes and Lamps 139 to 
Lawn Furniture, Gas Barbeque, and Property Maintenance Equipment 45 to 
Sewing Machine, Iron and Vacuum Cleaner 51 to 
Power and Manual Tools 15 to 
Clothing 473 to 
Recreational Equipment 166 to 


TOTAL 5,068 to 7,857 


Sources: Revenue Canada, Tariff Manual, 1985. 


Statistics Canada, Retail Chain and Department Stores, 1985, 63-210. 


Impact on Technical Standards for 
Consumer Information and Protection 


The Agreement allows for increased con- 
Sumer access to imports where technical 
standards unnecessarily restricted U.S. imports. 
In this way, the provisions of the Agreement 
concerning technical standards ensure that 
consumers will realize the potential benefits from 
elimination of customs tariffs. At the same time, 
consumer information and protection is accepted 
as a legitimate reason to maintain technical 
standards. Thus, Canada’s consumer information 
and protection legislative provisions will remain 
in place to protect consumers. For example: 


@ — bilingual labelling, as required by Canadian 
law, is not affected by the Agreement; 


@ the Consumer Packaging and Labelling Act 
ensures that Canadians can determine 


Canadian requirements for the use of metric 
units of measurement will continue to apply 
to U.S. products sold here; 


Canadian safety standards, which exceed 
those in the United States, such as crib 
standards, will not be relaxed; 


the Government of Canada will retain 
the authority to establish the standards 
and grades for agricultural products 
under the Canada Agricultural Products 
Standards Act; 


under the Agreement, Canada will retain its 
authority over how agricultural products are 
prepared, graded, inspected, packed, marked 
and traded, although these legislative provi- 
sions should be consistent with Canada’s 
GATT obiigations. 


In summary, under the Canada-U.S. Free 


whether a product is of Canadian or U.S. 
origin; 

health and safety standards that are specific 
to the Canadian consumer interest, such as 
hazardous product symbols, will not be 
affected; 


Trade Agreement, Canadian consumers will be 
safeguarded by standards that are equal to, or 
higher than, those they now enjoy. 
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Conclusions 


Those aspects of the Canada-U.S. Free 
Trade Agreement which will have the most pro- 
found effects on Canadian consumers are: 


¢ the phased elimination of customs duties. 
This will bring about lower prices for con- 
sumers and, in addition, a greater selection 
of higher quality products; 


@ the maintenance, under the Agreement, of 
Canadian technical standards for consumer 
information and protection. Canadian 
consumers will continue to be protected 
from unsafe products and will have the 
information they need to make informed 
decisions. 


Once the Agreement has been fully imple- 
mented, all Canadian consumers will benefit 
from the significant price savings that will be 
brought about with the elimination of tariffs: 


low-income households will save, on the 
average, about $325 annually; average 
annual savings to middle- and high-income 
Canadian households will be around $800. 
As a proportion of income, these savings 
will be in the order of three per cent for 
low-income households and two per cent 
for middle- and high-income Canadian 
households; 


a two-adult, two-child family can expect to 
save approximately $85 to $130 annually on 
food expenditures — the equivalent of about 
one week's grocery bill: 

for a typical middle-income family, the cost 
of establishing and furnishing a home will 
decline by as much as $8,000. 
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Appendix A 
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Elements of the Canada-U.S. Free Trade 
Agreement — Synopsis 

On October 4, 1987, Canada and the United 
States agreed in principle on the elements to be 
included in the Canada-U.S. Free Trade Agree- 
ment. The legal text of the Agreement was tabled 
in the House of Commons on December 11, 1987. 
The main elements of the Agreement are the 
following: 


Tariffs and Rules of Origin 


All bilateral tariffs will be removed, starting 
January 1, 1989 when the Agreement enters into 
force, on the basis of three formulas: a) some will 
be eliminated immediately; b) some will be elimi- 
nated in five equal annual steps; c) some will be 
eliminated in 10 equal annual steps. 


Goods which originate entirely in Canada or 
the United States will qualify for the new tariff 
treatment. Goods incorporating offshore materials 
or components that have been sufficiently 
changed to warrant a change in tariff classifi- 
cation will also qualify. In certain cases, goods 
will need to incur 50 per cent of manufacturing 
cost in either country before they qualify. 


Quantitative Restrictions 


GATT provisions governing quantitative 
restrictions on imports or exports will continue to 
apply. Existing quantitative restrictions will be 
eliminated, either immediately or according to an 
agreed timetable, or will be grandfathered. With 
respect to export measures for short supply or 
conservation reasons, the Agreement goes 
beyond the GATT to allow for proportional access 
to supplies on a historical basis without any 
price discrimination being imposed by govern- 
ments. The Agreement provides for co-operation 
on implementing any such export measures to 
prevent diversion to third parties. 


Technical Standards 


The two governments agree to build on the 
GATT Standards Code. They will endeavour to 
make federal standards more compatible in order 
to reduce technical barriers which interfere with 
trade, while still protecting health and safety, 
environmental, national security and consumer 
interests. Increased compatibility of standards at 
the state, provincial and private levels will 
be encouraged. 


Agriculture 


Both governments agree to eliminate tariffs 
on agricultural trade within 10 years and not to 
use direct export subsidies on their bilateral 
agricultural trade. There is a special tariff provi- 
sion for fresh fruit and vegetables which enables 
the temporary reimposition of current tariffs 
under certain circumstances. Both governments 
will exclude each other from their respective 
meat import laws, and Canadian import licences 
for wheat, barley and oats will be eliminated 
once grain support levels are equivalent in both 
countries. Canada will be exempt from any future 
U.S. quantitative restrictions on products contain- 
ing 10 per cent or less sugar. The Agreement 
retains the Canadian supply management and 
marketing board system and provides for a slight 
increase in Canadian import quotas for poultry 
and eggs. Both countries agree to reduce tech- 
nical regulations which interfere with trade, while 
still protecting human, animal and plant health. 
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Wine and Distilled Spirits 


The two governments agree to provide 
national treatment in listing and distribution prac- 
tices, with certain exceptions for B.C. wineries 
and private wine outlets in British Columbia and 
Ontario. Canada will eliminate the price mark-up 
differential between Canadian and U.S. wines 
over a seven-year period, and immediately for 
distilled spirits. The Agreement does not apply to 
current restrictions on beer. All other price 
discrimination in Canada and the United States 
will be eliminated immediately. 


Energy 


Both governments agree to prohibit most 
restrictions on energy exports and imports, sub- 
ject to existing GATT reasons for which such 
restrictions may be applied, including those 
related to supply or conservation. In the event of 
short supply export controls, however, the export- 
ing country will allow for access up to the his- 
torical proportion for energy commodities and 
will not impose higher prices for export. As with 
the general quantitative restrictions, there is no 
obligation to supply. 


Automotive Trade 


The Agreement retains the Auto Pact and its 
safeguards for current participants. Canadian 
value-added commitments by the Auto Pact 
manufacturers are not changed in any way by 
the Agreement. Rules of origin in the Agreement 
encourage the sourcing of more parts in North 
America. Automotive duty waivers and remissions 
will be phased out, as will the Canadian embargo 
on used vehicle imports. 


Emergency Measures 


Both governments agree to more stringent 
standards in the application of safeguard mea- 
sures (quotas or restrictions) to bilateral trade. 
Global import quotas or surtaxes imposed by 
either government under Article XIX of the GATT 
will exempt the other party if its shipments are 
not substantial (less than five to 10 per cent of 
total imports). During the period of transition of 
this Agreement if imports from the other country 
alone are a substantial cause of serious injury, 
duty reductions provided by the Agreement may 
be suspended for a maximum of three years, but 
only one such action per product can be taken. 


Government Procurement 


Canada and the United States agree to 
expand access of each other's suppliers to 
purchases by governments at the federal level, 
building on the GATT Government Procurement 
Code. The coverage of the Code will be broad- 
ened to purchases between US $25,000 (about 
Can $33,000) and US $171,000 (Can $238,000). 
Further bilateral negotiations will be resumed 
once the GATT Code is renegotiated. 


Trade in Services 

The Agreement provides, for the first time, a 
set of disciplines covering many service sectors. 
In the future, both governments will extend the 
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principles of national treatment, right of commer- 
cial presence and right of establishment, consis- 
tent with the investment chapter, to each other's 
providers of services. Sectoral annexes spell out 
these obligations for Tourism, Architects, and 
Computer and Enhanced Telecommunications 
Services. 


Financial Services 


The Agreement preserves the access that 
Canadian and U.S. financial institutions have to 
each other's markets and opens new areas of 
competition in securities underwriting and 
banking. 


Cultural Industries 


Cultural industries are explicitly exempted 
from the Agreement. 


Temporary Entry for Business Purposes 


Business persons trading in goods and ser- 
vices will benefit from improved and easier 
border crossing. 


Investment 


The two governments agree to provide 
national treatment in future to each other's 
investors and will not impose export, local con- 
tent, local sourcing or import substitution 
requirements on each other's investors. Existing 
laws, regulations and published policies are 
grandfathered. The Canadian threshold for the 


review of U.S. direct acquisitions will be raised to 
Can $150 million by 1992. Review of U.S. indirect 


acquisitions will be phased out over the same 
period. 


Dispute Settlement in Antidumping and 
Countervail Cases 


A dispute settlement mechanism will 
guarantee the fair application of respective anti- 
dumping and countervailing duty laws. Either 
government may request a binational panel to 
review final antidumping or countervail deter- 
minations. Panel decisions will be binding. 

New legislation will not apply to the other 
country unless it is so specified. A binational 
panel may review such proposed legislative 
changes and issue opinions. Both governments 
will attempt to develop and implement a substi- 
tute system of countervail and antidumping laws 
within seven years. 


Institutional Provisions 


A Canada-United States Trade Commission 
will be established to supervise the implemen- 
tation of the Agreement and resolve disputes. 
The two governments further agree to binational 
panel procedures at the insistence of either 
country to make recommendations for the settle- 
ment of disputes regarding the interpretation and 
application of the Agreement in other than anti- 
dumping and countervail cases. They will refer 
such disputes to binding arbitration in the case 
of safeguards and, with the agreement of both 
governments, may also do so in other cases. 
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Appendix B 
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Methodology for Estimating Consumer Impacts 


Following an elaboration of the relevant 


economic methodology and assumptions used 


for this Assessment, a detailed explanation is 


provided of the calculations behind the estimates 


in Section 5 of the consumer price savings 
associated with the Canada-U.S. Free Trade 


Agreement. 


Economic Methodology 


() 


Price Impact of Bilateral Tariff Elimination 


As a relatively small and open economy, 
Canadian industry does not, in general, 
influence the price at which goods are 
internationally traded. Accordingly, the 
Canadian economy does not unilaterally 
determine either the prices at which its 
exports may be sold or the prices at which 
the goods of other countries are available 
for sale in Canada. In contrast, the United 
States has a very much larger economy 
which does have a significant influence on 
the prices at which goods are traded 
internationally. 


An imported product is available in 
Canada at the internationally traded price 
landed in Canada plus the Canadian cus- 
toms tariff. It has been widely accepted that 
the customs tariff shelters high cost Cana- 
dian manufacturing industries and, in this 
way, also affects the prices of Canadian 
products in Canada." 


Due to the relatively small size of the 
Canadian market and the small number of 
Canadian producers, Canadian manufac- 
turers do not at present achieve the potential 


cost savings available on larger production 
runs. This suggests that Canadian consumer 
products will generally be priced to exploit 
fully the potential protection from competing 
foreign products offered by customs tariffs. 
On the basis of these considerations, it 
would seem reasonable to assume that 
Canadian consumer products are generally 
priced in Canada at the internationally 
traded price of such products landed in 
Canada plus the amount of the customs tariff 
applicable to imports. 


Under the Canada-U.S. Free Trade 
Agreement, tariffs on imports of U.S. con- 
sumer products will be eliminated. For 
consumer products where U.S. imports 
represent the sole competition for Canadian 
producers, one could assume that the U.S. 
price plus tariff determines the price of 
Canadian-made products. In this case, the 
Agreement will result in a drop in prices for 
Canadian products equivalent to the current 
customs tariffs applied to imports. For con- 
sumer products where third country imports 
pose the only significant competition for 
Canadian products, one could equally well 
assume that the prices for Canadian prod- 
ucts will not be affected. 


The United States already accounts for 
approximately 70 per cent of Canada’s 
imports.2 The removal under the Agreement 
of Canadian tariffs on U.S. imports will 
significantly improve the competitiveness of 
U.S. imports relative to third country imports. 
It is difficult however to predict what impact 


1 Eastman, H.C. and S. Skykolt, The Tariff and Competition in Canada, MacMillan, Toronto, 1967. . 
Harris, RJ. and D. Cox, Trade, Industrial Policy and Canadian Manufacturing, Ontario Economic Council, 1984. 


2 Statistics Canada, Imports — Merchandise Trade, 1986, 65-203. 
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this will have on imports from third countries. mark-up will increase because wholesale 
Reflecting this uncertainty, the consumer prices will decline with tariff elimination.) 
price impact is estimated under the two Customs tariffs are not applied at the 
alternatives below: retail level of trade but rather at the import 
Hypothesis 1 level which is analogous to the wholesale 
Given the role of the United States in level for Canaclan products. . 
the global economy, one might argue that On the basis of these considerations 
the price of Canadian products tends to and those of section (i) above, for a product 
equal the price of the comparable U.S. where U.S. imports are the prime foreign 
product plus tariff (i.e. Canada Is a price competition for Canadian manufacturers: 
taker in the world market). Under these cir- $ price decline = (current retail price - 
cumstances, the price decline for a Canadian retail mark-up) x Tariff/1 + Tariff 
product (as a result of tariff elimination (ii) Shelter 
under the Agreement) will equal the amount nke 
of the current tariff on a comparable U.S. In considering consumer expenditures 
product for shelter, account must be taken of differ- 
. ences between the Canadian market for 
Hypothesis 2 housing and markets for other consumer 
For some product classes, imports from goods and services. Whereas products like 
third countries currently exert a greater food are rapidly consumed and replaced by 
influence on the price of Canadian products new production, Canadians rely overwhelm- 
than do imports of U.S. products. One might ingly on the existing stock of housing rather 
assume that this will continue to be the case than housing constructed in the current 
following elimination of tariffs on U.S. imports. period. In addition, many Canadians satisfy 
Under these circumstances the price decline their housing requirements through rental 
will be determined by the extent of the U.S. rather than purchase. 
influence on the price of goods currently The approach in this study to the esti- 
Imported Into Canada as well as the current mation of consumer savings from bilateral 
level of customs tariffs on these imports. tariff elimination has been applied to con- 
(ii) Retail Price Mark-up sumer expenditures on shelter. 
As discussed in Section 5, it has been (iv) Services 
assumed that savings resulting from the Apart from housing, the estimates made 
elimination of tariffs on U.S. imports will be by this study do not include the savings to 
passed on completely to Canadian con- Canadian producers of consumer services 
sumers by the distributive trades. Accord- resulting from the elimination of tariffs on the 


ingly, it has been assumed that the retail 
mark-up in dollar terms will not change. (As 
a percentage of wholesale price, retail 


imports of their inputs. In this respect, the 
study tends to underestimate the savings to 
consumers which will result from the 
Agreement. 


Details of Calculations 
(i) Empirical Application of Hypotheses 1 and 2 


Hypothesis 1 has been applied by assuming 
that the equation in the Retail Price Mark-up 
section above, applies to all categories of 
consumer goods. Hypothesis 2 has been 
applied by reducing the estimates yielded 
under Hypothesis 1 by a factor reflecting the 
extent to which third countries (rather than 
the United States) exert the prime influence 
on the pricing of Canadian products. This 
factor has been calculated as the proportion 
of total customs duties accounted for by 
categories of goods in which duties collected 
on imports from the United States for a 
given category of goods has represented 

50 per cent or more of the customs duties 
collected by Canada (see Table B.1).' The 
total duties collected in sectors of the 
economy in which Canada has been 
assumed to be a pure price taker were 
summed together. Expressed on an aggre- 
gated sectoral basis, the duties collected in 
all sectors in which U.S. dutiable imports 
were dominant, accounted for 64.5 per cent 
of the total duties collected (See Table B.1). 
(Conversely, the Rest-of-the-World is 
assumed to exert a greater influence on 
Canadian prices for 35.5 per cent of dutiable 
commodities.) The estimates compounding 
to Hypothesis 2 equal the estimates for 
Hypothesis 1 multiplied by that 64.5 per cent 
factor. 
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While it may appear to be an arbitrary 
assumption that Canada is a pure price taker 
in the former class of goods, it is equally 
arbitrary to assume U.S. landed prices have 
no effect on Canadian prices for the latter 
group. On balance, the derivation of the 
64.5 per cent factor for Hypothesis 2 is 
reasonable but is arguably a lower end 
estimate. 


Supply Management and Seasonal Tariffs 
on Agricultural Products 


The consumer expenditure savings 
were calculated assuming that the prices in 
Canada for food products not subject to 
national supply management schemes have 
settled at the U.S. price plus the current tariff 
and transportation costs. The consumer 
savings on fresh fruit and vegetables pre- 
supposed that there would not be any 
“snapbacks’ to Most Favoured Nation tariff 
levels, and that the savings to Canadian 
consumers would occur only on the portion 
of produce purchased during seasonal tariff 
periods. This analysis also assumed that no 
new products would be subject to import 
controls and that the import levels of food 
products already regulated by import quotas 
would not change from recent volumes. 
Subsequently, it was further assumed that 
prices in Canada for food products subject 
to national supply management would not 
change, and that the only consumer saving 
on these agricultural goods would cor- 
respond to the tariff reductions on the 
volume of imported product itself. 


1 Duty collected was similarly used to determine U.S. (versus the Rest-of-the-World’s) influence on prices in Canada by T.Hazeldine in 
Liberalized Trade Relations between Canada and the United States: The Consumer Interest, 1985. 
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Table B.1 


Duties Collected on Canadian Imports from the United States and 
the Rest-of-the-World (ROW) in 1985 


Duty Collected Duty Collected Price 
Industrial Classification on U.S. Goods on ROW Goods Setting 
($ Millions) ($ Millions) Region 


Agriculture 

Forestry 

Fishing and Trapping 
Mining 

Petroleum and Natural Gas 
Food Processing 
Beverages 

Tobacco 

Rubber and Plastic 
Leather 

Textiles 

Knitt. Mills 

Clothing 

Wood Industries 
Furniture/Fixtures 

Paper and Allied 

Printing/ Publishing 
Primary Metals 

Metal Fabricating 
Machines 

Transportation Equipment* 
Electrical Products 
Non-metal Mineral Products 
Petroleum and Coal Products 
Chemicals 

Misc. Manufacturing 

Other Trade 


Automobile Trade* 
Totals 


* Automobile trade in cars and trucks was omitted from calculations determining the level of price dominance by U.S. and ROW goods because of the 
special arrangements found in the Canada-U.S. Auto Pact. 


Source: Statistics Canada, Import Statistics by Standard Industrial Classification, 1985. 


(ili) Savings for Consumer Expenditures Table B.4 are based on nationally advertised 
The data used to estimate annual sav- prices for building materials and household 

ings for consumers after the Agreement is furnishings. The average customs tariffs in 
fully implemented are provided in Table B,2, ‘Table B4 are based on actual 1986 tariffs 
The average annual expenditures of three applied to representative goods in the prod- 
income groups are broken down into uct categories. The average tariff of 6.8 per 
14 expenditure categories. The Savings cent for construction materials is a weighted- 
estimates are derived from the application of | average based on the proportion of specific 
the expenditure, retail mark-up and tariff building materials used in the construction 
rates represented in Table B.2 to the price of a house and the actual tariff rates. 


formula provided earlier in this Appendix. 
The table depicts a range of customs tariffs 
applicable to each expenditure category. 
The actual rate applied to each category 
and income group is a weighted average 
based on actual purchasing patterns. 


Savings on Establishing a Typical Household 


The savings estimated in establishing a 
household from scratch are based on the 
construction and furnishing of a moderate- 
range, three-bedroom house. (See Table B.3) 


The savings figures are derived by 
applying the estimates provided in Table B.4 
to the price formula described earlier in this 
Appendix. The consumer-cost figures in 


(iv 


“—— 
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Table B.2 


Data Used to Estimate Annual Savings for Consumers 


Expenditure Retail Customs 
Category Average Annual Expenditure ($ 1987) Mark-up (%) — Tariff**(%) 


Low-Income Middle- and 
Elderly High- 
Single Low-Income Income 

Females Households* Households 


Food 1,846 205L 5,451 

Shelter 2,/67 3,289 6,392 
Household Op. 500 700 1,483 
Furnishings 205 381 1,297 

Clothing 301 712 2,152 
Transportation 293 1,128 4516 

Health Care 208 310 764 

Personal Care 171 301 640 
Recreation 186 404 1,718 
Education — 96 290 
Tobacco and Alcohol mic’) __ 645 1,929 80.0-90.0 


Total Expenditures F330 @ 11,90 gs 30009 5a 


* Including low income elderly single females. 
** Weighted average tariffs used. 
*** Also includes legal services, lottery tickets, personal taxes, life insurance and other miscellaneous expenditures. 
Sources: Statistics Canada, Detailed Average Expenditure by Family Low Income Groups, 1982, Table 90A91. 


Statistics Canada, Retail Chain and Department Stores, 1985. 63-210 


Statistics Canada, Consumer Prices and Price Indexes, 62-010. 


Revenue Canada, Tariff Manual, 1985. 


Table B.3 


Household Specifications 


House 


Moderate price range, three bedroom, carpeted wall-to-wall, 1,800 square feet. 


Family 
Two working parents, two children. 


Appliances 


Six appliances (refrigerator, dishwasher, stove, washer, dryer and microwave). 


Dining Room 
Table, six chairs, buffet and china cabinet. 


Living Room 

Sofa, two armchairs, television, stereo, video cassette recorder, coffee table, 
two end tables and bookcase. 

Kitchen 

Coffee maker, toaster oven, table and chairs, pots, pans, utensils and dishes. 


Towels and Linens 


Six sets of towels. 
Six sets of bedsheets. 
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Table B.4 


Data Used to Estimate Savings in Establishing a Typical Household 


Consumer Cost* Retail Mark-up Average Customs 
Product Category ($ 1987) (%) Tariff (%) 


Construction Materials 72,000** 0 
Floor Coverings 5,000 33 to 38 
Appliances 5,705 20 to 36 
Bedroom Furnishings 6,000 25 to 35 
Dining Room Furnishings 3,000 25 to 35 
Living Room Furnishings 5,000 25 to 35 
Kitchen Furnishings 800 35 to 50 
Towels, Linens, etc. 2,000 36 to 40 
Lawn Furniture 1,000 25 to 46 
Sewing Machine, etc. 900 30 to 36 
Power and Manual Tools 300 36 to 44 
Clothing 7,000 43 to 50 
Recreational Equipment 4000 35 to 40 


* Apart from cost of constructed house, the prices used are representative of those of national department store merchandisers. 


** The construction cost of $65 per square foot ($40 per square foot without labour) is an average cost based on a survey of contractors in the 
Vancouver, Ottawa and Halifax regions. On this basis, the house incorporating $72,000 in construction materials would sell for $117,000 plus land. 


Sources: Revenue Canada, Tariff Manual, 1985. 


Statistics Canada, Retail Chain and Department Stores, 1985, 63-210. 
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